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IUJJECT: IACXGROUH0 STATEMENT ON U.S. CAPORT CONTROL 
POLICY FOR CHINA 

i. confidential - entire TEXT. 

2. summary ano action request. u.s. statements 

PUBLIC AND PRIVATE, HAVE UNAMllCUOUSLV DESCRIBED^ 
CHINESE LEADERS THE INTENT AHO SCOPE Of THE U.S 
CECISIGH TO POSTPONE FURTHER I IICRAL I ZATl ON Of EXPORT 
CONTROLS FOR CHINA. SOflE CHINESE PURCHASERS OF U.S 
TECHNOLOGY, HOWEVER, REMAIN CONFUSEO ABOUT THE FULL 

implication: cf our policy, with detrimental effects 

FOR U.S. COMPETITIVENESS. IN ONE RECENT CASE, 
HEWLETT-PACKARD L0SI A MJ0R M(|IMCT ,„ , m ' 0lJE TQ 
CHINESE FEARS THAT HP VQULD NO LONGER IE ABLE TO OBTAIN 
THE NECESSARY EXPORT LICENSE. HP BELIEVES ITS FRENCH 
COMPETITOR PLAYED ON CHINESE CONCERNS TO REVERSE AN 
EARLIER DECISION IN HP'S FAVOR AM) WIN THE CONTRACT 
U.S. BUSINESSMEN HERE RECOGNIZE THE REASONS THAT 

euro-: o.s. export control policy, rut are uncertain 

ABOUT THE INTENT OF THE ADMINISTRATION'S DECISION TO 
POSPONE FURTHER LIBERALIZATION FOR THE TIME BEING 
THEY ARE CONCERNED THAT THEY ARE BEING HURT BY MISIN- 
FORMATION OR A MISUNDERSTANDING SUGGESTING THAT THE 
U.S. HAS ROLLEO BACK PREVIOUS LICENSING PROCEDURES 
AND APPROVAL LIMITS. TO COUNTERACT THIS, THE EMBASSY 
RECUESTS DEPARTMENT'S APPROVAL Of A 84CKGRQUN0 PAPER 
ISEE PARAGRAPH SEVEN BELOW). RESTATING U.S. EXPORT 
CONTROL POLICY FOR CHINA IN PREVIOUSLY-APPROVEO 
LANGJAGE. END SUMMARY AND ACTION REOUEST. 

3. THE ADMINISTRATION'S DECISION TO LINK FURTHER 
LIBERAL IZATION OF TECHNOLOGY EXPORT CONTROLS ON CHINA 
TO EVIDENCE THAT THE PRC HAS CURBED ITS ARMS SALES TO 
IRAN HAS BEEN REPEATEDLY STATED TO THE CHINESE IN BOTH 
PUBLIC AN3 PRIVATE SETTINGS, INCLUDING THE NOVEMBER 
VISIT OF UNCERSECRETARY ARHACQST. WE BELIEVE THAT 
CEBTU: GOVERNMENT OFFICIALS HAVE ACCEPTED OUR 
ASSURANCES ABOUT CONTINUED LONG-TERM U.S. SUPPORT FOR 
CHINA'S MODERNIZATION AND NO CHANGE IN EXISTING EXPORT 
UttlSIM PROCEDURES, AND OUR EXPLANATIONS THAT THE 
PRESIDE OF CHINESE -HADE WEAPONS IN THE GULF HAS 
SERISL'SLY UMER-ttilJO POLITICAL SUPPORT IN CONGRESS 
AU3 THE AS-.n.:TRaTIC1 FOR FURTHER RELAXATION OF 
*iZTt:Z'iZ\: Vi TECMStCSY TR4'.;?EH TO CHI-A 
FOR *RC POLICVK^ERS, t hE unmAGE BETWEEN TECH TRACES 
AW ARMS SALES IS EXPLICIT AND UNAMBIGUOUS. CHINA 
STILL MUST TAKE A NUFIBER OF RELATED ACTIONS BEFORE 



4. IN THE MEANTIME, HOWEVER, WE AB£ CONCERNED T™, 
OUR POLICY ON THIS ISSUE IS NOT FULLY UJIOERSTOCD BY 
WORKING-LEVEL BUREAUCRATS AND PURCHASING AGENTS FOR 
CHINESE END-USERS, NOR IY U.J. EXPORTERS, AND IS 
HAVING THE UNIHTENOEO EFFECT OF HAMPERING THE 
COMPETITIVENESS OF U.S. FIRMS HERE. SPECIFICALLY 
U.S. FIRMS REPORT THAT SOME CHINESE BUYERS ARE ' 
INCREASINGLY RELUCTANT TO CONSIOER U.S. OFFERS 
BECAUSE OF FEARS THAT THE DECISION TO POSTPONE FURTHER 
LIIERAL IZATION WILL MEAN IN PRACTICE A REDUCTION IN 
THE LEVEL OF TECHNOLOGY THAT THE U.S. IS WILLING 
10 SELL TO CHINA. IN ONE NOTABLE RECENT EXAMPLE 
THE CHINA NATIONAL TECHNOLOGY IMPORT CORPORATION 
ICSncI OVERRULED A CHINESE ENO-USER'S DECISION TO BUT 
A COMPUTER SYSTEM FROM HEWLETT-PACKARD AIIO AWARDED 
THE CONTRACT INSTEAD TO A FRENCH FIRM, BULL. CNTIC 
ARGUED THAT IN LIGHT OF THE U.S. REACTION TO 
SILKWORM MISSILES IN THE GULF, HP WOULD BE UNABLE 
TO OBTAIN THE LICENSE WITHIN THE TIME AUOUCO EVEN 
THOUGH HP HAD PREVIOUSLY OBTAINED A LICENSE FOR 
SIMILAR EQUIPMENT SOLO TO CNTIC. HP BELIEVES THAT 
ITS FRENCH COMPETITOR PLAYED ON CHINESE CONCERNS ABOUT 
U.S. POLICY TO TAKE THE CONTRACT »WAY FROM HP. 
OESPITE ARGUMENTS THAT POSTPONEMENT OF LIBERALIZATION 
FOR CHINA HAD NOT AFFECTED CURRENT UCEHSIKG POUCY 
KP WAS UNABLE TO CONVINCE CNTIC THAT IT WOULD BE * 
ABLE TO OBTAIN AN EXPORT LICENSE. 

PO UC MAY CYN.CALLY USE THE RUMOR OF U.S. ROLLBACK TO 
EXTRAS CONCESSIONS FROM U.S. SUPPLIERS OR A3 AN EXCUSE 
TO TURN Tft r-JR SUPPLIERS. MANY U.S FIPMS HER' 
HOWEVER, FEEL MISUNDERSTANDING OF THE INT E NT AHd'sCO'E rlt 
OF U.S. POLICY 15 A MORE SERIOUS «»0 WIDESPREAD PROBLEM « X 

I™?".!?" * E " 3 1° " D0NE T0 " flKE °'S. POLICY V !- 

"ten* 4* 



UHAHBICUOUSLY CLEAR TO THKE KnlNG PURCHASING OEClSICS 
Will U.S, BUSINESS** RECOGNIZE THE REASONS BEHIND THE-J 
LIBERALIZATION P0:TPC'IEMENT, THEY FEAR fURTHER SLIPPAGE V > 
' ;; B " E '" CCV " ,T, ««== »««« THEIR CHINESE COUNTER- ^ 
PARTS ARE PRESENTED UITH EVIOEUE THAT LICENSING 
PROCEDURES AND APPEAL LIM^S HAVE NOT PEGRES3E0 
ROGER SULLIVAN. CHAIRMAN OF THE NATIONAL COUNCIL ON 
U.S. -CHINA TRADE BR5USHT THIS ISSUE TO AMBASSADOR 
LORD'S ATTENTION IN A RECENT LETTER, AND THE BEIJING 
OFFICE OF THE NCU5CT HAS EXPRESSED TO THE £«B-3SY ITS 
CONCERN ON BEHALF CF U.S. BUSINESS. 

6. EMBASSY COMMERCIAL AND ECOHCMC OFFICERS HAVE 
VOLUNTEERED TO CALL CN CHINESE OFFICIALS AS NECESSAR/ 
TO SET THE RECORD STRAIGHT, BUT THIS EFFORT IS 
RESTRICTED BY TIME AND THE IAH5E HWE*R Of PRC 
OFFICIOS INVOLVED. TO PROVIDE fC=£ EF'FCTlvC WW 
FOR U.S. BUSINESSMEN TO REBUT FALSE STATEMENTS OH 
U.S. POUCY, WE BELIEVE * RESTATEMENT CF THJT POLICY 
IH THE FORM OF A BarWRMr,:;, H . ::3 M PFEVICUSLY ' 
APPROVED STATEMEflTS AND PSESS OUIOiKCE, WC-JLO BE 
USEFUL. WHILE EW-iSlCia-i C!l« KX\H MAT L.Bt^LI^- 
TION IS CCftT.NGENT Wt Pli35»:S IR CKI'NO tc- 3 
SHIPPi.hTS TC IRAN, '.£ CA^ CFF£fl WRITTEN tVIDEW THAT 
THE?; HAS been HO SESUC.'ICfJ IN Tn£ LEVEL CF TECH- 
ML 05 f APPROVED FO* SALE TO Cnsna. W£ E1C>GR:^DER 

wC J LOEEi=DEAV i u: C LEfOV.S. CC^^.n-E 
»rE F.-r.rp >;: .. s ; : . TI . Stf a(;cv . C£ IWCW . T|C , ,, 

OTKE. TSR.:; C = ,V::r; Ti ir-^JtC », 3 T tl Sl-i.g.-r, 

■oiSEcri* k p C: c.-«'::als b» :h e~b:-:y Ni-.«:- L * f " 

IF A3CE0, WE WILL E-'MSHE T«c; T-: B.;,S*5--.«r" ' 
REPRESENTS NO CHANGE IN CUTEST U.S. POLICY " DL'1 
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PROPOSED TEXT, TO IE ISSUED ON CMlASSI LETTER*EAO, 
APPEARS IELOU. 

7. ICGIM TEXT. 

u.s. government rottct on export controls for chin* 

XUISTANTIAL PROGRESS HAS IECN KAOE SINCE 1313 IN 
IIICIAIUIMG U.S. RESTRICTIONS OH ADVANCED TECHNOLOGY 
IXPORTS TO CHINA. THE RANGE OF TECHNOLOGY SUIJECT TO 
LIIERALIZEO TREATMENT HAS IECN EXPANDED, WHILE LICENSE 
PROCESSING TIMS HAVE SEEK SUISTANTIALLT REDUCED. AS 
A RESULT, U.S. EXPORT LICENSE APPROVALS FOR CHI** MAE 
THAN TRIPLCO IETVEEN !IM AND |1U. 

RECENTLY, DUE TO AN INCREASE IN TENSIONS IN THE PERSIAN 
WLF RESULTING FROn IRAN'S USE OF CXtNESC-OR|CIK 
KAPOKS AGAINST NEUTRAL SHIPPING AND OlN(R TARGETS, 
THE U.S. OECIOED TO POSTPONE REVIEW OF FURTHER EXPORT 
CONTROL LIRERALIZATION FOR CHINA. AS PRESIDENT 
REAGAK'S PREVIOUS STATEMENTS AMD OUR PAST RECORD 
DEMONSTRATE, THE U.S. IS COMMITTED TO THE IIICRALIIATION 
PROCESS, AND U£ EXPECT TO PROCIEO WITH rURTHE* E»:iNC 
OF RESTRICTIONS AT AH APPROPRIATE TIME. THE PACE AND 
TIMING. OF LIIERALIIATION VJll VART, AS IT HAS IN THE 
PAST. 

Ill THE MEANTIME, THE U.S. DOES NOT INTINO TO REDUCE THE 
VOLUME OR TECHNOLOGICAL LEVEL OF PRODUCTS AVAIL ARK TO 
CHINA UNDER EXISTING LICENSING PROCEDURES. HEAStlRES 
ALREADY ADOPTED TO lietAAltZE REGULATION; GOVERNING 
U.S. EXPORT CONTROLS WILL NOT IE AFFECTED IT OUR RECENT 
DECISION TO P0;TP0HE FURTHER I HER All 2 AT I ON. 

END TEXT. 

I. ACTION RCC'JESTEO: PLEASE PROVIDE DEPARTMENT 
CONCURRENCE WITH THE CONTENT CF THE PROPOSED IACH- 
CROUNOEfl AND WITH E«B*::t REQUEST TO ISSUE THE IACR- 
GROUNDCR TO U.S. COMPANIES IN CHINA. ASSUMING 
DEPARTMENT CONCURRENCE, WE SUGGEST THE DEPARTMENT 
MAr WISH TO MAKE THIS STATEMENT AVAIlAllf TO ROGER 
SULLIVAN AT THE NATIONAL COUNCIL OH U.S. -CHINA TRADE. 
LOAD 
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